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NOTES AND MEMORANDA 453 



BUSINESS PROFITS AND WAGES: A REJOINDER* 

Having no taste for mere controversy, I propose to leave 
my share in the issue between the old and new theories of 
wages and profits to stand, in the main, as it now stands. My 
object in troubling the readers of this journal again is not to 
rebut in detail the replies of Professor Marshall and President 
Walker, but to say a few words that seem to be called for by 
way of clearing up the true issues in the case. For the rest, 
I gladly leave those who have honored me by reading my 
former paper to decide for themselves how far the replies con- 
stitute a satisfactory defence of the new doctrines. 

Mr. Marshall selects for reply two points, — one under the 
head of wages, the other under profits. In relation to wages, 
he cites the noted passage in which Cairnes contends that, 
under certain conditions, " the wages fund may contract as the 
supply of labor expands." It is no concern of mine to defend 
Caimes. While his proposition, as he puts it, is incontroverti- 
ble, it seems to me to relate, not to practical affairs, but to a 
purely hypothetical case.f On the practical question involved, 
I am in agreement with Mr. Marshall, though for a reason 
different from his. How he should have taken this for "the 
crucial point of difference between us," I am at a loss to see. 
The chief objection I urged against his theory of wages is its 
want of accordance with the plain facts of the case. One of 
the most elementary facts of wage-paying is that wages are 
drawn, by the act of saving, from every sort of income, — 

* See " The Source of Business Profits," by 

F. A. Walker, in this journal, April, 188T; 
" The Theory of Business Profits," by 

Alfred Marshall, ibid., July, 1887; 
" Theory of Business Profits," by 

S. M. Macvane, ibid., October, 1887; 
" The Rate of Interest and the Laws of Distribution," by 

Sidney Webb, ibid., January, 1888 ; 
" Wages and Profits," by 

Alfred Marshall, ibid., January, 1888; 
" A Reply to Mr. Macvane : On the Source of Business Profits," by 
P. A. Walker, ibid., April, 1888. 
t Cairnes is speaking of a case in which the number of laborers increases 
without increase of capital. Such a case is very unlikely to arise, since the attend- 
ant fall of wages tends of itself to stimulate employers to increased saving. 
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from rents, interest, earnings of management, and even from 
ordinary wages, as well as from the replaced principal of old 
accumulations. Yet Mr. Marshall attempts to find the meas- 
ure of wages at any particular time by a process which leaves 
no room for new savings, thus going far beyond the extremest 
form of the wages-fund doctrine in the direction of stereotyping 
the volume of wages once for all. If the only source of wages 
be what he calls the wages-and-profits-fund, and if wages be 
determined by " sharing " this fund according to economic 
law, then the aggregate of wages can never change. Here it 
is that, as I tried to show, the really crucial point of difference 
lies between Mr. Marshall and myself ; and I supposed that, if 
he took any notice of my criticism, he would see the impor- 
tance of addressing himself to that point ; yet he passes it by in 
silence. 

The point of which he does speak is of slight consequence be- 
tween us, since we agree in holding that individual wages may 
be expected to fall, when the number of laborers in a country 
is increased. We should differ, if at all, only as to the extent 
of the fall and the quickness of the recovery, — subordinate 
questions, surely. Yet, as Mr. Marshall thinks our variance at 
this point important, I will state briefly my reason for think- 
ing his defence of his position insufficient. His thesis is that, 
when new laborers arrive in a country, their labor at once 
increases the consumable products constituting the wages-and- 
profits-fund, thereby providing the means for paying their 
wages. My contention, on the other hand, is that the first 
effect of the new labor must be to increase the capital of the 
country, to provide more plant, more materials, and larger 
stocks of commodities in exchange. The increase of consum- 
able product available for wages I hold to be a comparatively 
slow process, — a result to be built up from the foundation. 
Mr. Marshall asserts that it can happen at once. He says : — 

The moment the laborer is set to work, more partly finished proc- 
esses of production are finished than would otherwise have been the 
case, more processes just begun are carried a little further, more new 
processes are begun. Though the spinner cannot get as his wages 
to-day the carpet that will be made of the yarn which he spins to-day, 
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there are pretty sure to be enough carpets in store to meet the in- 
creased demand due to the increased aggregate of wages which, in my 
belief, there would be; and manufacturers and dealers, knowing that 
larger supplies than before are being made, will not hesitate to sell 
freely from their stocks. 

This seems to me a begging of the question. It obviously 
assumes that the productive arrangements of the country were 
on a scale adapted to a larger number of laborers than pre- 
viously were found in it. The new laborers find all the requi- 
site plant and materials awaiting their arrival. They have 
only to take their places in the system, and everything will 
move forward just as if they had always been there. 

I supposed we were discussing a case in which the industrial 
arrangements existing before the arrival of the new laborers 
were assumed to be properly adjusted to the old force of 
laborers. On that assumption, — the only assumption worth 
considering, as it seems to me, — I ask where the new laborers 
are to find the additional farms, the additional machinery of 
all kinds, and the additional materials in various stages of 
growth and production requisite for enabling them to add 
appreciably at once to the stream of finished products. 
Where, in Mr. Marshall's illustration, is the spinner to find 
the wool and the machine to spin it with ? Does he, after all, 
only displace another spinner? Does he only convert into 
yarn a little sooner wool that, in the regular course of things, 
would have been turned into yarn by the old spinners as rap- 
idly as new supplies came forward? Will the wool supply 
suffice for the larger force of spinners until the production of 
wool can be increased ? These questions I must leave for Mr. 
Marshall to answer. If he should answer them in the way his 
theory seems to require, it is to be hoped he will state clearly 
what he regards as the limit of this elastic quality of produc- 
tive systems, whereby they may be stretched at once so as to 
accommodate additional laborers. I suspect that Mr. Marshall 
has in mind cases of slight change. He seems to confess that 
any large introduction of new laborers would break down his 
theory, — at least at the point of the food supply. If his con- 
tention be merely that slight disturbances do not count, that 
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a few scores or hundreds of new laborers added to a mass 
numbered by millions would make no appreciable difference, 
we may readily assent to the proposition ; for it is applicable 
to any and every theory of wages. But our question is of 
tendency and of general principle. It is a poor rule that is 
good only for infinitesimals, — good only until a substantial 
case arises. Is it a part of Mr. Marshall's theory that every 
substantial case is to be ruled out as catastrophic ? 

Even in the mild case which Mr. Marshall contemplates, it 
ought to be obvious that, for the wages of the new-comers, 
his principle is simply that of drawing on the customary and 
necessary stock of commodities awaiting exchange. The car- 
pet-dealers may sell down their stocks to meet the case, but 
the depleted reserves of exchange must be replenished later. 
Not only so, but they must even be made greater than before, 
to correspond with the increased production under the new 
conditions. Mr. Marshall's principle, then, does not, in the 
long run, save the laborers from loss of wages : it merely dis- 
tributes the loss over a longer period. In other words, tak- 
ing the residue theory on its own ground, it is clear that, if 
the reserves of trade be drawn upon to prevent wages from 
falling so low as they would otherwise fall, the necessity of 
filling up the reserves later must prevent wages from recover- 
ing their normal rate until some time after production has 
attained its normal flow under the new conditions. 

Putting the matter as a concrete case, I should think it 
almost axiomatic that an unforeseen * increase of ten per cent, 
in the labor of a country cannot add materially to the prod- 
ucts available for paying wages until it has first added 
(roughly) ten per cent, to the productive apparatus of the 
country, to the materials of all grades and stages, and to the 
stocks of finished products awaiting exchange. Is it to be 
supposed that the classes who save will be ready to cover this 
whole amount by additional savings, without the inducement 
of higher profits than were previously attainable ? Mr. Mar- 
shall, I am aware, makes no such assertion. He admits the 

* I say " unforeseen," because a regular or customary addition is likely to be 
discounted in advance at the expense (on the residue theory) of the former 
laborers. 
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decline of individual wages in cases of this kind. But it is 
clear that his general tone and treatment have the effect of 
giving large aid and comfort to those who deny the depen- 
dence of wages on savings. If, as he tells us, he regards the 
wages-fund theory, " not as false, but as pretentious and mis- 
leading," it is difficult to see why be adopts a method which is 
tenable only on the assumption that the essential principle of 
the wages-fund theory is false. 

As to the subject of profits, it is unfortunate that I should 
have succeeded so poorly in my criticism of the new theory as 
to leave Mr. Marshall in doubt as to my meaning. His uncer- 
tainty leads him to restate his own position instead of meeting 
the objections to it. Perhaps he will be aided in perceiving 
the weakness of his position by observing that it involves two 
theses which consort very ill together. The first is that busi- 
ness managers, as a class, receive for their reward those certain 
quantities of wealth which are created by their own exertions 
and skill. The second is that, when skilful managers increase 
in number, the rewards of management, taking production as 
a whole, decrease. These I understand to be general proposi- 
tions, applicable to all industry, since all industry needs man- 
agement. ISTow, Mr. Marshall accounts for the decline of busi- 
ness earnings, when the number of capable business men 
increases, by attributing it to a decline in the value of the 
product created by each. This would be a perfectly valid way 
of accounting for a loss of earnings on the part of some man- 
agers ; but it becomes absurd when used to account for a gen- 
eral decline, for so used it implies the possibility of a general 
fall of values. When certain managers incur loss of earnings 
by a decline in the value of their product, other managers 
must gain an increase of earnings. Mr. Marshall would read- 
ily see the absurdity of attributing a general fall of ordi- 
nary wages to a fall in the value of commodities. Why does 
he think it no absurdity to apply to the earnings of employers 
a doctrine that is so palpably absurd when applied to the 
earnings of their employees ? Is the employer a less general 
factor in production than the laborer? Can the product 
created by one employer fall in value without a rise in the 
value of products created by other employers ? 
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I hope these questions may make the point clear. My 
object is to suggest that the second of the two theses, embody- 
ing the new theory of manager's earnings, deprives the first of 
all validity as a general principle. The two taken together 
reduce themselves, in my humble judgment, to the mere tru- 
ism that the skilful business man renders highly important 
services in production, and is ordinarily able to command a 
return proportioned to the effectiveness of his monopoly. But 
this is a doctrine as applicable to skilful lawyers and musicians, 
who take no part in production, as it is to employers of pro- 
ductive labor. For this and other reasons, I cannot regard 
the new theory, in its present form at least, as a very valuable 
contribution to economic science. 

Passing now to President Walker's article in the last number 
of this journal, I wish to say at the outset that nothing could 
have been farther from my intention than to say anything per- 
sonally grievous regarding Mr. Walker's writings on these sub- 
jects. What I said of his account of the wages-fund theory was 
not couched as a personal charge of misrepresentation. I am 
surprised and pained to see that it has been so construed by 
him. I simply said that, for my own part, I had never under- 
stood the wages-fund theory to assert or even to imply any 
such absurdities as he attributed to it. If this constitutes a 
personal grievance, I am profoundly sorry, because I see no 
way of withdrawing or even greatly modifying the statement. 
Surely, those who adhere to the general principle of the wages- 
fund must have the liberty of interpreting the doctrine in 
their own way, and of defending it against unreasonable con- 
struction, whether at the hands of unwise friends or hostile 
critics. Mr. Walker seems to hold that we are bound for all 
time by every statement, however inconsiderate, and every 
inference, however unwarranted, found in the writings of those 
who uphold the general theory. Not only so, but he seems to 
argue that we are bound to accept a hostile and, as it seems 
to me, highly strained construction of what the expounders of 
the theory have written. This would be to make an end of 
scientific progress. If it be demonstrable that the funda- 
mental doctrine upheld by the older economists under the 
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name of the wages-fund is, after all, the true and essential prin- 
ciple in the law of wages, it cannot be wise to reject even 
a " patched and revamped " statement of the doctrine. 

Space would fail me here to explain in full my grounds for 
thinking Mr. Walker's account of the wages-fund theory inad- 
equate and unfair to the distinguished and clear-headed men 
of the past generation, who gave the theory a place in political 
economy.* Those writers present the theory not as " a frag- 
ment, isolated, discontinuous with the rest of economics," 
though Professor Marshall ascribes this character to it. They 
conceived it rather, in my understanding of them, as an inte- 
gral part of a whole scheme of related doctrines. In their 
treatment, it presupposes and is built upon their antecedent 
account of production and its three necessary agents, — land, 
labor, and capital. It includes, therefore, on the side of labor 
every circumstance that affects the supply of laborers. It pre- 
supposes on the side of capital all that has been said regarding 
its uses in production and the law of its increase. All the 
motives and circumstances that influence men favorably or un- 
favorably in the accumulation and use of savings are thus 
taken into account and made part of the case. Clearly, there- 
fore, the theory takes full cognizance of the productiveness of 
industry, — less obtrusively, I admit, but no less effectively, 
than the rival theory does. It looks to present production, on 
the one hand, as supplying the source and, in a way, the limit 
of savings. It looks to future production, on the other hand, 
as furnishing the motive and opportunity for the profitable use 
of savings in hiring productive labor. Also, it posits human 

* If it were necessary to characterize Mr. Walker's account, I should speak of 
it rather as a failure to present the theory than as a case of misrepresentation. 
His war is waged less with the theory itself than with certain absurd consequences 
which he alleges to flow from it. His budget of quotations from wages-fund writ- 
ers are all perfectly accurate ; but they do not, they could not, convey a just view 
of the theory. The wages-fund doctrine is much too complicated to be expressed 
by picking out here a sentence and there a phrase from those who have written 
about it. It is in fact a peculiarly unsuitable matter for treatment in that way, 
especially when the clippings are taken from passages in which the writers, 
desiring to emphasize this or that phase or supposed consequence of the theory, 
state their point more forcibly or with less of qualification than the true pro- 
portions of the case demanded. It would be tolerably safe to set out with the 
assumption that the old economists were not fools, and that, even when their 
words may seem to bear a construction at variance with common sense, they 
probably did not intend them in that particular way. 
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intelligence striving by self-denial and good management to 
turn the situation to best account, but limited and held in 
check by the ever-present temptation to immediate spending 
and enjoyment. 

Taken thus in organic connection with the principles which 
it presupposes and on which it is built ; taken as, in my under- 
standing of them, the older economists conceived it, — the 
wages-fund theory, instead of being a disjointed fragment, iso- 
lated, discontinuous with the rest of economics, becomes rather 
an inseparable part and necessary outgrowth of the elementary 
principles of the science. To take it as an independent, self- 
existing theory is, in my poor judgment, to fail in compre- 
hending it. It is not surprising that those who take it so 
should argue as if the wages-fund at any time were supposed 
to be fixed by physical law and to be disbursed with as little 
regard to circumstances as is shown by the falling rain. Mr. 
Walker, for example, thinks it implies that wages are " alto- 
gether irrespective of the industrial quality, the skill, energy, 
temperance, frugality, of the laboring population " ; that " the 
possessor of capital is under an economic necessity to employ 
labor"; that "only one of the three factors of production — 
namely, capital — has to do with the problem of wages " ; that, 
" if the laborer does not seek his interest, his interest will seek 
him, and will find him " ; and much else of equal absurdity.* 

These misconceptions — for such I think them to be — are 
perhaps accounted for by two facts or defects in the ordinary 
exposition of the wages-fund theory. In the first place, the 
exposition is usually too much restricted to the law of normal 
wages, — wages in a given industrial situation, which is re- 
garded, for the purpose in hand, as constant. Too much is 
left for the reader, at least for the careless reader, to do in 
the way of adjusting the theory to changing conditions. It is 

•Another striking sentence might be added to Mr. Walker's supposed corolla- 
ries of the wages-fund theory, to the effect that the laborers are certain to receive 
the whole amount of the fund, whether they work or not ; for has not Mill said 
" this amount, and no less, they cannot but obtain." Has it never occurred to 
Mr. Walker that by the exercise of a little perverse ingenuity his own theory may 
be made to yield a few similar economic gems ? For example, " The advocate of 
the residue theory virtually maintains that somebody is under an economic neces- 
sity to hire every laborer, and to pay him the equivalent of his product less rent 
and interest." Such constructions may be amusing, but they are poor arguments. 
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clearly enough implied in the fundamental conception that any 
change in the industrial conditions produces a new case and 
a new determination of the wages fund ; but, if the founders 
of political economy had foreseen how much trouble some of 
their readers would have in trying to apply a rule of normal 
wages to changing and therefore abnormal conditions, they 
would doubtless have seen the wisdom of paying more atten- 
tion to market wages. Their work as it stands must be ad- 
mitted to have an air of somewhat greater rigidity than belongs 
to the law of wages in actual life. Yet it is, on the whole, 
work based on a sound and just conception of the principles 
governing wages. It lays a good foundation for later builders, 
and as such deserves, in my opinion, our full and grateful 
recognition. 

The other defect in most expositions of wages arises from 
not sufficiently distinguishing the savings, which constitute the 
wages-fund, from the working capital required by the very 
nature of civilized production. Wages are not a necessity of 
industry, but are due to special social conditions. It is no 
necessary condition of production that the whole burden of 
waiting for the natural rewards of labor should be borne by 
a few. Wages are an incident of the inequalities of wealth, 
or of waiting capacity, among men. Those who will not or 
cannot submit to the long waiting demanded by the laws of 
production and the difficulties of exchange, must accept what 
their more fortunate or more thrifty neighbors are willing to 
offer for their labor. Wages therefore depend directly on 
savings ; and, strictly, the only use of savings is to pay wages. 
To give the name of capital to savings is virtually to regard 
the wage-receiver not as a man engaged in production, but as 
an animal to be used by those who are so engaged, and needing 
food and shelter at the hands of his employer, just as horses 
need fodder. Political economy ought not to view production 
from the employer's stand-point exclusively. We should gain 
much in clearness, it seems to me, by restricting the term 
"capital" to the necessary apparatus of production and ex- 
change, to those things that would be necessary for carrying 
on production and exchange even if every laborer waited the 
full period for the natural reward of his labors. We should, 
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in that event, give up saying that wages depend on capital, or 
on circulating capital, — phrases that require too much help from 
the context and from the reader's reflection, in order to become 
intelligible. Since the only part of wealth influencing wages 
at any time is the portion of finished products (or of purchas- 
ing power) offered for labor, the simple and accurate expres- 
sion would seem to be that wages depend on savings. There 
is, of course, a very intimate connection between savings and 
true capital. Savings are wealth seeking to become capital. 
They may be regarded as potential capital, since, where there 
are laborers willing to be hired, the man who has savings may 
easily obtain true capital in return for wages. But the readi- 
ness with which savings may be converted into true capital 
ought not to make us lose sight of the obvious and important dis- 
tinction between the two. Failure to bring out the distinction 
clearly and observe it carefully has given rise to most of the 
objections raised against the wages-fund theory, as well as to 
most of the careless writing about it, which Mr. Marshall finds 
so misleading. 

Mr. Walker resents the imputation of wavering in his state- 
ments regarding the advance of wages from savings. I must 
frankly confess that, even with the help of the explanations in 
his reply, I am unable to comprehend clearly his precise posi- 
tion on the question. He professes to see nothing ambiguous 
or illogical in the double proposition that wages are, in fact, 
paid in advance out of savings, yet are in economic theory 
paid out of the laborer's own product. In any but a loose fig- 
urative sense, the second of these statements seems to me to 
be a contradiction of the first ; for, surely, the laborers are not 
paid twice, first out of savings and later out of product. Does 
the double statement perhaps mean that wages are advanced 
(to the laborers) out of savings, but are, in economic theory, 
paid (back to the employer) out of product ? If so, it becomes 
at once clear and incontrovertible. But, thus understood, it 
is clearly nothing but the old doctrine, somewhat obscured by 
needless enigma of statement ; so that one must hesitate in sug- 
gesting this as the true rendering. The claim of novelty or of 
discovery for so trite a principle would, however, be a suita- 
ble mate for several other claims advanced on behalf of the 
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new school ; for example, the claim of exclusive property in 
the doctrine that men employ laborers, not to disburse a fund 
of which they may be in possession, but in order to make 
profit for themselves through the product. 

As to the cases cited by Mr. Walker in which employers col- 
lect the proceeds of the labor before paying wages, two things 
are to be said. In the first place, the cases are, for the most 
part, not taken from ordinary productive industry. They 
are employees of railroad and express companies, servants in 
boarding-houses, actors, opera singers, ballet dancers, etc. 
In the second place, Mr. "Walker does not, even in these in- 
stances, take the whole case into account. If he would consider 
how far wages are advanced in the railroad business, he must 
begin at the beginning; i.e., with the building of the road- 
bed, the making and laying of the rails, and the construction 
of the rolling-stock and station buildings. If he would discuss 
the advance of wages in the hotel or the theatre business, he 
must similarly begin with the erection and equipment of the 
structures used for these purposes. And, in studying these 
cases, let me further point out that, when the producer of 
lumber pays his men with money received from the lumber- 
dealer, or the rolling-mill pays its hands with money received 
from the contractor, we have merely cases in which the ad- 
vance of wages is shifted from one capitalist to another. We 
must look beyond these transfers of the burden to the final 
recouping of all the advances by the payments of those who, 
in the final result, consume the product. In the case of the 
railway and express business, for example, Mr. Walker over- 
looks the fact that, though freights may be collected before 
the employees are paid, the sums collected are still, for the 
most part, real advances from the savings of the business men 
for whom the goods are carried. To ignore this fact is to 
take a very superficial view of the case. 

Mr. Walker meets my argument as to the impossibility of 
increasing wages by reason of improved efficiency of labor 
before the actual products are increased, by introducing the 
wonder-working power of credit between employers and la- 
borers. It remains for him now to show that his suggestion 
is something more than a mere flight of fancy. In what part 
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of the civilized world is the hiring of laborers so conducted? 
Our questions relate to wage payments as they are, not as 
they might be. Secondly, when he has done this, he must tell 
us with what motive and under the stress of what compulsion 
the employers are supposed, even on the principle of long 
credit, to promise away the whole increase of product? These 
are points as to which Mr. Walker gives us no light, and yet 
they are obviously points on which light is greatly needed. 

Mr. Walker's argument seems to assume that, when increase 
of product arises, the increment lies loose and unclaimed in 
the industrial arena, to be picked up by the laborers without 
challenge. He applies to it the geometric principle of "no 
reason why it should go to anybody else." He shuts his eyes 
to the fact that it does at first go to somebody else by the 
nature of the case. In what way is the employer's hold upon 
it to be relaxed ? I showed in my former article that, beyond 
vague references to freedom of competition, Mr. Walker had 
cited no economic force or principle for accomplishing the 
result he contends for. But freedom of competition being 
merely a leveller, — not an independent force, but a condition 
of free play for the true economic forces, — I pointed out that 
it could have no tendency in and of itself to raise the general 
rate of wages in the manner alleged. It could only allow 
unimpeded action to any other influence or agency having the 
power or tendency, if unimpeded by combinations or custom, 
to bring about the specified result. 

To this view of competition, Mr. Walker demurs somewhat 
scornfully. He says: "It is needless to spend time in pointing 
out the inadequacy of this view of competition. If the com- 
petition of employers among themselves for the profits of 
employment has nothing to do with fixing the general level of 
wages, why is that level, at any time, where we find it to be ? 
Why is it not lower by one-quarter, one-third, or one-half?" 

On Mr. Walker's own theory, this question must indeed be 
a poser. On the " exploded " theory of the wages fund, the 
answer to it is easy and clear. The general level of wages is 
what we find it to be, because the effective demand for labor, 
acting on the available supply, has brought it to that point. 
If the level were lowered by one-fourth, there would be more 
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savings offering for labor than the aggregate of wages, at the 
lower rate, would absorb. The presence of this unsatisfied 
demand for labor would speedily raise wages again. 

The word "competition" has, unfortunately, two closely 
connected, yet different, meanings. I suspect that, when Mr. 
Walker speaks of " the competition of employers among them- 
selves for the profits of employment," he uses the word in its 
popular sense, — the sense in which men speak of " fierce com- 
petition " for a thing, meaning strong demand for it ; or avow 
that there is "greater competition " or "more competition" at 
certain times or places than at others, meaning that there is a 
more active rivalry or a greater number of persons competing. 
I supposed that, in political economy, it was universally agreed 
to use the word in a scientific sense, to denote the absence of 
control by custom or by combinations or by anything other 
than the free play of individual self-interest. In a state of 
competition, all the persons concerned are supposed to do the 
best they can for themselves, acting independently. In a 
word, competition is merely short for " free competition," or 
" freedom of competition." In this sense, competition may be 
as full and free when demand is small as when it is large, 
when wages are falling as when wages are rising. All that 
free competition does in any case is to let the whole demand 
play on the whole supply. In the "labor market," I under- 
stand freedom of competition to mean that every laborer de- 
clines to work for any employer who offers less than another 
is ready to pay him ; also, that every employer declines to pay 
any laborer higher wages than he can get other equally good 
laborers for. If this be the accepted meaning, it follows that, 
for the causes determining how much each laborer can get and 
how much each employer must pay, we have to look beyond 
freedom of competition. It also follows that Mr. Walker, in 
his hypothetical case of a ten per cent, increase in the effi- 
ciency of labor, has failed to indicate any economic cause or 
force that should carry the whole increase of product at once 
to wages.* Evidently, then, the whole question between us 

* Any one who takes the trouble to insert the complete phrase, "freedom of 
competition," in Mr. Walker's question, quoted above, must be struck by the 
character of it, when thus stripped of the ambiguity which alone gives it the air 
of an argument. 
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turns on the efficacy of free competition to raise wages. I 
am willing to let the case rest so, leaving the intelligent reader 
to decide the question for himself. 

I have followed Mr. Walker's example in speaking of wages 
first, for the good reason that, if the old theory of wages be 
the true one, the new theory of profits has small claim to atten- 
tion. I see little in Mr. Walker's reply that seems to call for 
remark, so slightly does it meet the real difficulties of the case. 
Mr. Walker unfortunately misses the point of what I said 
regarding the two descending scales of productiveness due to 
differences in natural agents and in the ability of managers. 
I did not for a moment deny the existence of the two scales, 
nor did I deplore the inconvenience to economists that would 
arise from recognizing both. My point was the extreme ab- 
surdity of assuming (for it was and is only assumption) that 
the differences due to varying business ability, being common 
to all production, can have any effect on the values of com- 
modities.* As Mr. Walker has so nearly nothing to say on 
this vital point, it is very unfortunate that any inaptness of 
statement on my part should have led him to waste so many 
pages in refuting propositions which at least have not been 
designedly advanced. All he has to say that bears on the 
main question is in substance this : Changes in the current 
production of all commodities (including gold) are attended 
by changes in the general level of prices, because the market 
supply of gold is but slowly affected by changes of produc- 
tion. Now, the introduction of employers of less than full effi- 
ciency diminishes production, therefore it raises prices. 

All this is undoubtedly true and in its place important ; but, 
as a defence of Mr. Walker's original proposition, it is more 
curious than convincing. His original proposition is that the 
presence of the no-profits employer in every industry sets a 

* The question as to rent is simply one form of this general question, Whether 
the no-profits employer has any special control over value. The question I asked 
was how we could he sure in the case of agriculture, mining, etc., that the least 
efficient employers have control of the least productive lands, mines, etc. Mr. 
Walker answers by showing that, if it be granted they have, the effect is precisely 
the same as if the natural agent itself were just so much poorer. He must see, on 
reflection, that this answer, to say nothing of its other defects, does not touch the 
main question in the case. 



NOTES AND MEMORANDA 467 

normal price for every product on the same principle and in 
the same sense as the poorest lands in cultivation set the nor- 
mal price of wheat. More efficient employers, using this 
price, are able to gain profits of their own creation, just as the 
better lands, using the price set by the poorer, afford a rent 
of their own creation to their owners. This is obviously 
stated as a general law good for all times. It is only as such 
that it merits any notice. 

Now look at the defence. Here the general law suddenly 
shrinks into a mere friction-allowance for a time of transition. 
It was propounded as a law of profits, but here it turns into 
a subordinate principle in the market value of money. It is 
strange it should not have occurred to Mr. Walker that the 
rise of prices for which he now contends, being general, has 
no necessary connection with profits at all. Prices in that 
sense might be a thousand times higher than they are, without 
profits being affected in the least. The only changes of prices 
that can in themselves affect the profits of employers are 
changes of relative prices, — changes that imply changes of 
value, as when, in his own favorite analogy, the price of wheat 
rises because poorer land has to be cultivated.* Mr. Walker 
loses sight of this important principle, and then says that I 
have "fallen into a familiar error in the theory of money," 
because I did not do the same. Our question has nothing to 
do with the theory of money. Even if it had, we have yet 
to be told how the no-profits employer is enabled to keep 
even the general level of prices permanently high. If Mr. 
Walker is willing to admit openly that which his defence 
clearly implies, — namely, that the price-regulating function of 
the no-profits employers depends for fulfilment on what must 
be regarded as an imperfection of the medium of exchange, 

* The profits of gold-mining must of course be excepted. Perhaps, in order 
to avoid misunderstanding, I ought to add that, when all prices rise or fall, 
profits are affected unless or until money wages rise or fall correspondingly. 
Thus much I should concede freely. But as the change of profits in this case, as 
well as the subsequent correction, arises from changes of real wages, and as it is 
apparently no part of Mr. Walker's theory that profits depend on wages, he is 
probably not disposed to urge this point, — in fact, to do so would be to desert his 
own ground. Besides, his need is of a support for a general law good at all times ; 
and this, as remarked above, can hardly be found in the incidents peculiar to a 
transition stage. 
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that its action is limited to periods of change in the propor- 
tions of good and bad management, and lasts only until the 
effect of the change has time to extend to the gold supply, — I 
think that would be a satisfactory end of our controversy. 
That would place the no-profits employer on the same level 
as extensions and contractions in the use of credit, new dis- 
coveries of gold, and half a dozen other price-regulating agen- 
cies which Mr. Walker has not thought fit to mention. 
Finally, I take the liberty of suggesting that, if Mr. Walker 
would accept one lesson from the old economists, and would 
drop the word "price" altogether in discussing questions 
that have to do with value, we should make more rapid 
progress. 

There are many other inviting subjects in Mr. Walker's 
reply ; but I forbear to speak of them, lest he repeat the com- 
plaint that my objections take too wide a range. The one to 
which I have here confined myself is unfortunately one of 
those which, according to Mr. Walker, " should not have been 
made at all." But I must take the liberty of reminding him 
that he expressly invited criticism, — "the more active and 
earnest, the better," — and that the active and earnest critic 
can hardly be expected to confine himself to such objections as 
the author of the work criticised would have selected. 

S. M. Macvaots. 



